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SUBJECT: California Birth Defects Research Fund

SUMVARY

Under the Adm nistration of Franchise and I ncone Tax Law, this bill would all ow
taxpayers to nmake a voluntary contribution on their personal tax income returns
to the California Birth Defects Research Fund.

EFFECTI VE DATE

This bill would apply to taxable years beginning on or after January 1, 1999, and
be repeal ed on January 1, 2005.

BACKGROUND

Twel ve voluntary contribution funds appeared on the 1998 state tax return. Total
contributions to the funds have declined fromapproximately $3.4 mllion in
1989/90 to approximately $2.6 mllion in 1997/98. The nunber of individuals
contributing (first tabulated in 1993) remains fairly constant at 140,000 to

150, 000, or slightly nore than 1% of all taxpayers.

SPECI FI C FI NDI NGS

Current federal |aw provides a true checkoff to direct $3 of a taxpayer’s tax
liability to the presidential election fund. Designation of the $3 anount does
not affect a taxpayer’s tax liability or refund anount.

Current state law all ows taxpayers to make contributions of their own funds (not
tax liability) on their tax returns to the 12 voluntary contribution funds |isted
on the state tax return. Each fund provides for the reinbursenent of the
Franchi se Tax Board (FTB) and Controller’s costs to adm nister the fund.

Except for the California Seniors Special Fund, which has no sunset date, the
voluntary contribution funds have vari ous sunset dates. Attachnment | shows the
specific sunset dates for each voluntary contribution fund and indicates those
funds whi ch must nmeet a m nimum contribution test (indexed $250,000) to remain on
the return. Attachnment Il is a chart indicating the nunber and dollar anount of
contributions to the funds for multiple fiscal years.

This bill would establish the California Birth Defects Research Fund and woul d
al | ow taxpayers to designate their own funds (not tax liability) to the
California Birth Defects Research Fund on their tax returns in full dollar
amounts in the amount of $1 or nore
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The contributions may be nmade individually by each signatory on a joint return
The designations for any taxable year nust be made on the initial return for the
t axabl e year and, once made, are irrevocable.

This bill would require the FTB to revise the personal inconme tax return to
i nclude a designation space for the California Birth Defects Research Fund,
beginning with 1999 returns filed in 2000.

For taxable years beginning in 2000, this bill would require the fund to neet the
$250, 000 mi ni mum contribution test. Beginning in 2001, the FTB woul d be required
to adjust the $250, 000 m ni mum contribution anount for inflation. If in any

cal endar year the FTB estimtes by Septenber 1 that contributions made under this
bill will be Iess than $250,000 (as indexed), the fund woul d be repeal ed.

This bill would provide that a taxpayer’s return be treated as if no designation
had been nmade if paynents and credits reported on the return, together with any
other credits associated with the taxpayer’s account, do not exceed the
taxpayer’'s liability. 1In the event that no designee is specified, the designated
contribution would be transferred to the General Fund.

This bill would provide that if a taxpayer designates a contribution to nore than
one fund on the tax return, and the anount available for contribution is
insufficient to satisfy the total anount designated, the contribution would be
all ocated on a pro rata basis.

This bill would require the Controller to transfer fromthe Personal |ncone Tax
Fund to the California Birth Defects Research Fund the total ampunt designated
for contribution by taxpayers to that fund.

This bill would require all noney transferred to the California Birth Defects
Research Fund, upon appropriation by the Legislature, be allocated to: 1) the FTB
and the Controller for reinbursenment of costs incurred performng their duties
under this article, and 2) to the State Departnment of Health Services for

all ocation to the birth defects nonitoring program

Pol i cy Consi derati ons

The placenent of voluntary contributions on the tax return limts the anmpunt
of space available for tax-related itens. The inclusion of non-tax rel ated

information could ultimately inpair tax collection and reduce adm nistrative
efficiency.

| npl enent ati on Consi derati ons

Currently, the tax forns suffer from serious space constraints. The forns
and instructions were designed to accormmbdate up to 12 non-tax rel ated
voluntary contributions, currently taking up approximately one-fourth of a
page on tax returns and approxi mately three-fourths of a page in the
instruction booklets. To illustrate, on the Form 540EZ and t he Form 540A,
the taxabl e income cal cul ations, tax and credits cal cul ati ons, and the
anmount of refund or tax owed each occupy approxi mately one-ei ghth of a page,
or half as nmuch space as currently dedicated to voluntary contributions. No
funds are set to expire for the 1999 tax year. This bill would require the
addition of a 13'" voluntary contribution fund.
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The 13th contribution fund may require major design changes on certain
forms, such as doubl e-stacking the listing. Such changes would require
smal l er size type, making the entries difficult to follow for the taxpayer
and department staff.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly inmpact the departnent's costs.

Tax Revenue Esti mate

Based on the informati on and assunpti ons di scussed bel ow, the potenti al
revenue | osses would be insignificant, $15,000 or |ess annually, beginning
with fiscal year 2000/2001 as a result of item zed deductions for the
contributions.

Any possi bl e changes in enpl oynent, personal incone, or gross state product
that mght result fromthis bill are not taken into account.

Tax Revenue Di scussi on

According to departnental data, nore than 433,000 contributions by

approxi mately 140,000 taxpayers, totaling nore than $2.6 m|lion were made
to 12 specified funds in fiscal year 1997/1998, with an average of $6 per

i ndi vidual contribution. Assuming 1) the contributed amounts are included
in item zed charitable deductions; 2) a 2% annual growth in contributions;
3) an average marginal tax rate of 6% and 4) no reductions for other
contributions normally reported, the annual revenue | oss would be on the
order of $15,000 per year.
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